This paper discusses the issue of upgrading industrial clusters from the perspective of external linkages. It is taken for granted that in most developing countries, due to the limited domestic market and poor traditional commercial networks, industrial clusters are able to upgrade only when they are involved in global value chains. However, the rise of China's industrial clusters challenges this view. Historically, China has had a lot of industrial clusters with their own traditional commercial networks. This fact combined with its huge population resulted in the formation of a unique external linage to China's industrial clusters after the socialist planning period ended.
I. Introduction 1
As for the issue of upgrading developing countries' industrial clusters, the role of global value chains (GVCs) has been extolled for some time. Compared to traditional approaches, which paid much attention to the local relationships between enterprises and institutions, the GVCs approach emphasizes the clusters' linkages with the external world even more 2 . Along with the constant advance of economic globalization, it is almost taken for granted that industrial clusters in developing countries are able to develop only when they are involved in the global production and distribution network controlled by trans-national companies 3 .
However, the rise of some of China's industrial clusters suggests the possibility of building a different theoretical framework. After China gave up its economic policies based on socialistic planning, the domestic market which had been restrained for so long began to balloon. The total retail amount of China's social consumer commodities increased nearly 20 times during the period 1978 to 1998 (National Statistics Trading and Foreign Economic Relations Statistic Secretary, ed. 2000) . In order to respond to such huge demand, numerous small merchants and small producers began to appear in the clusters and the cities, thus reviving the local tradition of either crafts production or long-distance peddling 4 . In this process, the existing production and distribution networks became increasingly inefficient.
The above-mentioned facts caused an interesting phenomenon. As a stage that gathers numerous small producers and small merchants, the traditional commercial institutions -the transaction market -made its appearance in most of China's clusters and cities. During the period 1978 to 1998, at the country level, the total number of transaction markets increased from 33,302 to 89,177 (National Statistics Trading and Foreign Economic Relations Statistic Secretary, ed. 2000) . In Zhejiang province where markets first appeared and are the most developed, the number increased from 1,322 to 1 This paper is a highly revised version of the 2 nd chapter of the author's doctoral thesis (Ding 2006) . 2 Hubert Schmitz (2006) has done a lucid survey of the literature on these approaches. 3 See Global Value Chain Initiative website: http://www.globalvaluechains.org (accessed October 2, 2006) . 4 For details relating to Zhejiang province where industrial clusters are most highly-developed in China, see Ding (2006, Chapter 1) . 4,278 (Jin 2004, p.14) . At the same time, the number of clusters in Zhejiang expanded to more than 1000, of which the domestic share of 52 clusters amounts to over 30% (Jin 2004, p.13) . Almost every industrial cluster has not less than one market 5 . The relationship between the development of industrial clusters and the expansion of the transaction market must be studied. This paper discusses this issue by focusing primarily on the distribution function of these markets. In most developing countries, the difficulty of constructing a distribution system specific to small and medium enterprises (SMEs) and the limitation of the size of the domestic market have usually been the most important factors in constraining the development of industrial clusters. Thus, the reasons why traditional markets are useful to SMEs in marketing in modern China must be clarified first. This work will be the key to understanding the other functions of modern China's markets. This paper explains these aspects of the markets' distribution function in detail, using Yiwu China Commodity City as a case study, because it is the largest market in China's clusters. In the rest of this paper: Section II gives a brief introduction of our survey area; Sections III, IV, V explore the features of the distribution system that has Yiwu Market as its hub, and; Section VI concludes this paper.
II Brief Introduction to Yiwu China Commodity City 1. Yiwu China Commodity City
As a county-level city, Yiwu is located in Jinhua city, the center of Zhejiang province, with a total population of over 1.6 million people 6 . By the end of the 1970s, Yiwu was an impoverished rural area. In 1978, the GDP of Yiwu was a mere 128 million Yuan, of which agricultural industry accounted for nearly 60%. In the 1980s, Yiwu started growing very rapidly. The GDP of Yiwu exploded to 28200 million Yuan by 2004, 5 Modern China's transaction markets which are located in industrial clusters originally appeared in Whenzhou at the end of the 1970s. Due to the fact that the transaction commodities of Wenzhou's markets used to specialize in some specific categories, these markets have been called "Zhuanye shichang" (specialized markets). As a result, whether it is specialized market or not, transaction markets are informally called specialized markets at present. 6 Of which one million are non-native residents. This fact illustrates that Yiwu had become a typical trading city. of which the secondary sector accounted for nearly 50% (Yiwu Statistics, ed. 1978 -2002 industries. It is even said that this market has become the production and distribution center of daily necessities in the world.
With regard to the theme of this paper, the commodities of Yiwu Market are currently distributed in not only China's domestic market, but also in 212 countries and regions in the world market (Zhejiang China Commodity City Group Co., Ltd., ed. 2006).
At the same time, this market tends to be a main distribution channel for various industrial clusters. In terms of production areas, we can roughly divide the industrial clusters related to Yiwu into three groups. The first group consists of the clusters formed within Yiwu. The second group consists of the clusters located in other areas of the Zhejiang province. The third group includes those clusters in other parts of China. It was estimated by the Yiwu government that the shares of these three groups in the Yiwu Market are one third each 8 . How has the Yiwu Market connected these clusters to such broad domestic and overseas demand? The answer must be a key factor in understanding the external linkages of China's industrial clusters. This paper attempts to answer this question by primarily using the publication known as the "Specialized Markets and Regional Development -Focusing on Yiwu Markets' Radiation Zone" (SMRD) 9 . Since the small producers and small merchants related with Yiwu are scattered over an extremely wide area, the SMRD and the website information are the most appropriate material for our work 10 .
Due to the following two reasons, this paper is confined to discussing how the clusters in Zhejiang province became connected to the Yiwu Market and How the Yiwu Market became connected to the domestic market.
The first reason is due to the importance of the domestic market. As stated above, the domestic market is usually the most important bottleneck in the development of industrial clusters in developing countries. Thus, a study of the Yiwu Market's domestic linkages must be given priority over any others.
The second reason is the lack of reference material. There are two parts in the SMRD. The first part is entitled "Yiwu Market and Zhejiang's industrial clusters" and contains many reports on the clusters in Zhejiang's other areas. The second part of the SMRD is entitled "Yiwu Market and the whole country." Though it consists of three reports on the clusters in China's other areas, the main content of this part is about the sales outlets of Yiwu commodities in China. Thus, we have to narrow the focus of this study. But, since the difference in the second and third group of Yiwu related industrial clusters is mainly based on distance, this does not affect our final conclusion.
Two important actors
To understand how the Yiwu Market has created domestic linkages, two key actors deserve attention. The first actor is the local Yiwu merchant who has a long tradition of peddling. At the beginning of the Ching dynasty, in order to acquire rooster feathers for compost, a few peasants in Yiwu began to move around the neighboring rural area, selling brown sugar in exchange for feathers. Their trading area gradually 9 http://www.ywnews.cn/gzywscjj/index.htm (accessed October 2, 2006) . 10 The author has done field work in Yiwu since 2002. However, in order to keep the material consistent, this paper uses field results as complementary material only. expanded to seven provinces and their range of merchandise was also extended to cover many different kinds of daily necessities. Gradually, a peddler's organization, which is called Qiaotang Bang, was formed. At its peak in the second decade of the twentieth century, Qiaotang Bang had 7000-8000 members (Zhejiang Province Zhengxie Historical Data Committee, ed. 1997, pp. 301-303) . After the PRC was established, Qiaotang Bang was dissolved and their peddling activity was discontinued for a while.
However, they started peddling again in 1963, at the latest 11 . In the 1970s, these vendors spontaneously formed two periodic markets in Yiwu (Zhang, ed. 1993, p.35) 12 .
Along with the establishment of the regular market in 1982, the Yiwu peddlers split into two groups with specific features. The first group continued to peddle in various places around China. This paper will mainly pursue their business activity in detail. The second group became booth-keepers at the Yiwu Market. In order to purchase commodities, they went to various clusters located in Zhejiang, Guangdong and other areas of China in the early days. Some of them gradually took part in the manufacturing process. In the beginning, they primarily organized small-scale family craft production or ran workshops themselves. Since the mid-1990s, as a result of capital accumulation, these merchants began to invest substantially in building modern mass-production factories. Up until 2004, no less than eight large clusters were formed by these merchants in Yiwu, namely socks, shirts, wool, accessories, zippers, toys, key sticks and printing (Ding 2006, Chapter 4) . The changes in the industrial structure of Yiwu City bear out such surprising formation of industrial clusters. As Figure 1 indicates, after the rapid expansion of the tertiary sector, Yiwu's secondary sector sustained remarkable growth from the 1990s onwards. This changing pattern in the industrial structure is quite contrary to the well-known Petty-Clark Law.
The second actor that deserves attention is local government. We can derive three features of the Yiwu government's behavior from Table 1 13 .
Firstly, the local government of Yiwu has formulated a few policies for deregulating the private sector. By 1983, Chinese peasants were strictly prohibited from engaging in any commerce. In spite of this, the Yiwu government has partially permitted peddling since 1963. Under the pretext that rooster feathers were still important for compost, they issued many licenses to peddlers. It was confirmed that the number of licenses had been 7000 only in 1980. In 1982, the local government created the well-known policy of "Sige Xuke" (Four Permissions) . This permitted Yiwu's peasants to engage in four kinds of business, namely: (1) engage in commerce in the city; (2) engage in long-distance logistics; (3) competing with public-owned enterprises, and; (4) opening commodity market. Shortly thereafter, the informal periodic market in Yiwu was altered to become the regular Yiwu Commodity Market. 13 According to interviews with staff of the Yiwu local government (August, 2002; March and August, 2005; September, 2006) . As Ding (2006, see chapter 4) discusses, the Yiwu government has formulated some policies for fostering the manufacturing sector as well, which are seen in the slogan of the government Yin Shang Zhuan Gong (Exhorting the merchants to from commerce to manufacturing). However, due to paper space is confined, we don't investigate this issue in further detail here.
Secondly, the local government took measures to manage transactions in the Yiwu
Market. Early on, the Yiwu government established a specific managing committee, which consisted of a few local staff in government departments. In 1994, they established a market-managing company called Zhejiang China Commodity City Group (ZCCC Group), which listed its stock on the Shanghai Stock Exchange in 2002. In the meanwhile, the local government departments continued to maintain links with the market in the areas of quality control, forgery exposition and so on. Secondly, the Yiwu Market is an important channel for selling commodities to both the domestic market and the overseas market. As Table 2 shows, among a total of 36 clusters in Zhejiang, 22 clusters are using the Yiwu Market for accessing both markets. But, it is difficult to distinguish which kind of market is more attractive. By checking the reports carefully, we can find a rough trend that the domestic market is definitely crucial in the early stages and in recent years, the overseas market is becoming increasingly important. However, even at present, there are still five clusters which have linkages with the Yiwu Market only for access to the domestic market.
Whatever the case may be, what is relevant to our theme is that the development of Zhejiang's industrial clusters is dependent on not just the developed countries' markets.
Thirdly, there are various ways to establish business relations with the Yiwu Market. It has been mentioned in Section II that since the 1980s, a large number of Yiwu merchants went to clusters outside of Yiwu for purchasing. In Table 2 , we can observe at least six such cases. However, many linkages with the Yiwu Market are created on these clusters' own initiative. As Table 2 indicates, in at least 27 clusters, the local firms themselves opened booths in Yiwu. In 15 clusters, local firms engaged Yiwu Fourthly, the leading firm's commodities suggest a considerable presence in the Yiwu Market 18 . A lot of scholars in China asserted that along with growth, most of the leading firms will expand their business scale (and work out brand strategy), then a sales network specific to an individual leading firm will be constructed. As a result, the commodities of these firms must disappear in the market (Zheng, 2003) . However, as Table 2 suggests, there are 12 clusters' leading firms that do not match this view. 16 It is said that whether they are in Whenzhou city, outside of Wenzhou but inside China or outside of China, the number of the people originally from Wenzhou accounted for 1,500,000, most of them engaging in business. 17 Interviews with persons in charge of the Yiwu office of Wucheng (September, 2006) and some reports in SMRD. But, it is difficult to confirm the role of local government in the cases in Table 2 . Thus, we didn't list it as one of the ways to establish business relations with the Yiwu Market. 18 This paper defines a leading firm as one that is clearly described in the reference material as being in the top level of an industrial cluster or as one that has its own brand. Indeed, most of these firms' brands are not yet well known. But, compared with innumerable non-brand firms, the behavior of creating a brand itself illustrates their capacity for management and a strong ambition to succeed.
IV. Linkages between the Yiwu Market and
the markets of China's main cities Firstly, as its first stage, most of the Yiwu Market commodities are traded at the markets of China's main cities. As Table 3 indicates, among a total of 52 sales outlets, there are 41 sales outlets directly named as "market" or "the clustering of a few markets." Seven sales outlets are called "street" or "city." In a Chinese context, these can also be considered as a market 19 . This large dependence on the term "market"
illustrates that the leading actors who deal with Yiwu commodities in the main cities are small merchants. "Market" provided a good stage for them to seek customers and collect information.
Secondly, Yiwu commodities command an absolute majority in most of the sales outlets. By checking Table 3 , we find among 52 sales outlets, except 16 sale outlets without description, 28 sales outlets (of which 26 are markets) where no less than half of the Daily necessities or some specific commodities are purchased from Yiwu. At ten sales outlets (all of them are markets), though the concrete data are not shown, the share of Yiwu commodities in the total sales of Daily necessities or some specific commodities clearly accounted for the majority. Section V will suggest that the sweep of these sales outlets is very wide as well. Thus, we can conclude that a powerful market network has been formed between the Yiwu Market and the markets in China's main cities. It can be imagined without any difficulty that the SMEs in Zhejiang's clusters are able to access a huge market by using this network.
Thirdly, in these main city markets, the ways to get connected with Yiwu Market are as various as those found in the industrial clusters of Zhejiang.
In most cases, Yiwu merchants can be considered as the biggest contributors to the formation of this market network. In the early stages, they usually gathered together in great numbers at a market for purposes of selling Yiwu commodities. This activity not only caused keen competition, but also spread information on the Yiwu 19 The case of "center" is a little bit complicated. In the case of "Art Exhibition Center" in Shenzhen, it means a market; in the case of "Yiwu Commodity Direct Sales Center" in Ningbo, however, it means a retail shop. There are two exceptions, namely "various shops in Hohhot, Inner Mongolia" and a "supermarket in Suzhou, Jiangsu". As a retail shop, the latter is similar to the case of Ningbo.
The former is a common wholesale shop.
There are a few markets called wholesale markets. This means its main function is wholesale. However, in reality, usually both retailing and wholesaling take place in the same market in China. The transaction scale is smaller and the share of retail is higher. Their boundaries are not as clear as in most developed countries.
Market. Consequently, local merchants began to go to Yiwu. Table 3 Table 3 .
Likewise, Yiwu's leading hometown factories have also played an important role in strengthening this market network. As these factories grew, some of them intended to build their own sales network. However, the cost of marketing was too high that they had no choice but to make use of the existing market network. As a result, they organized the Yiwu merchants, local merchants or the merchants from other region as their agents 22 . Table 3 to narrow our focus to some basic features.
Firstly, beyond the market network, Yiwu commodities are still circulating with a comparatively wide scope. Five markets and one more sales outlet of different form are circulating the commodities beyond the city but inside the province, 12 markets beyond the province but inside China, and four markets to foreign countries and somewhere of China. More important to us is that there are at least 13 markets and one more sales outlet which cover some small cities or counties and eight markets with the possibility of covering small cities or counties. These markets and other sales outlets have occupied the big gap between the large demand of consumers in these areas and the poor distribution network, which lasted for a long time. In this sense, China's large domestic market was really exploited 23 .
Secondly, by checking the buyers who purchase from these markets, a few modern distribution organizations such as department stores and supermarkets can be observed. In China, prior studies always state that the traditional distribution system such as wholesale markets must give way to the new system (Zheng 2003). However, as Firstly, the case of Yiwu indicates that under some socio-economic conditions, a traditional commercial institution such as a market has a large potential to play a key role in the domestic market.
In modern China, while domestic demand expanded quickly, the old distribution system soon collapsed. Consequently, transaction markets appeared. As the most typical case, the Yiwu Market and its related markets in the cities have created a strong domestic distribution system.
By checking the flow of commodities, we can generally divide this system into three stages. The first stage is from the clusters to the Yiwu Market. As Sections II and III suggest, not only Yiwu, but also other parts of Zhejiang and even China's other regional industrial clusters' SMEs are making use of this market as one of the most important distribution channels. The second stage is from Yiwu Market to the markets in China's main cities. Section IV indicates that as the core of this distribution system, 24 Under this academic circumstance, the argument of Professor Hubert Schmitz deserves attention.
According to the case of Brazil and India, he emphasized the role of "National Chain" many times (Hubert Schmitz 2005 ; his presentation in the fifth international conference on industrial clustering and regional development 2006, Beijing). We can derive two points from this concept. The first is that using a national chain is a good way to weaken the control of a single powerful global buyer. The second is that the national chains are usually useful to local producers in realizing functional upgrading in brand, marketing and so on. However, noteworthy in the cases of Brazil and India, is that national chains are still controlled by some successful leading firms. It seems that no effective distribution system for SMEs has been created as yet.
most of the Yiwu Market commodities command an absolute majority in these markets.
In the third stage, we observed that Yiwu commodities are not only spreading across a wide area, but are also trickling down to some smaller cities or counties. Thus, China's huge low-end market is fully exploited.
It is clear that China's numerous SMEs, not only in the industrial clusters, but also in the cities, realized their dynamic growth by just using this powerful distribution system 25 . A noteworthy fact is that this market network-based system is getting upgraded. We found the products of Zhejiang clusters' leading firms in the first stage and the products of Yiwu clusters' leading firms in the second stage. Correspondingly, in the third stage, supermarkets and department stores have appeared that are the nodal points in a modern distribution systems. Needless to say, this trend illustrates a new pattern of industrial clusters' upgrading.
The second implication in the case of the Yiwu Market is that according to domestic circumstances, the expansion of a typical Gemeinschaft system, such as the network of Yiwu merchants, might result in the development of a typical Gesellschaft system, such as the market network-based Yiwu commodity distribution system.
As indicated throughout this paper, Yiwu peddlers have formed a wide business network in traditional society. This network survived China's socialist planning period.
Since the 1980s, a group of Yiwu merchants have gone to various clusters in Zhejiang and other province for purchasing commodities. The other group moved to various markets in the cities for purposes of selling Yiwu commodities, usually playing the role of the first movers in a market. Needless to say, the revival of Yiwu merchants' network is the most important factor in constructing such a powerful distribution system.
However, as suggests in Section IV, Yiwu merchants are sensitive to market conditions, so their mobility is high as well. Under this circumstance, the following two factors are indispensable to sustaining and strengthening this distribution system.
On the one hand, along with its growth, some of the Yiwu firms intended to 25 It must be pointed out that not all the markets in developing countries are as accessible as the markets in China. In order to learn more from Yiwu's experience, a comparative study on the accessibility of markets in developing countries is required.
construct a business network which transcends the network of people from the same place of origin. As section IV and section suggest, some of them established branch markets or retail shop in the main cities. The others within Yiwu attempted to organize both the Yiwu merchants and the merchants from other region to deal in Yiwu commodities. On the other hand, the efforts of local government, the markets managing committees and managing companies in various places deserve attention. As sections III and IV suggest, they have taken several measures to establish and strengthen their linkages with Yiwu, giving rise to the slogan: "Form links with Yiwu." As a result, the network of Yiwu merchants has been transformed into a proper modern business network.
